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SUBJECT: TAXES ON WESTERN FIRM INCOME EARNED IN THE U.S.S.R. 

1 . AS EMBASSY IS AWARE BAKER INTERNATIONAL OF CALIFORNIA 
IS COOPERATING WITH MANNESMAN IN BID FOR GAS-LIFT PROJECT 
IN TYUMEN REGION. ROBERT B. EMMONS, DIRECTOR OF TAXES FOR 
BAKER INT'L, IS CONCERNED, HOWEVER, ABOUT SOVIET AND 
AMERICAN TAX LAW, SINCE IT COULD HAVE A SIGNIFICANT IMPACT 
ON BAKER'S PRICING OF ITS EQUIPMENT. 

2. AS THE DEAL IS TENTATIVELY STRUCTURED, ACTUAL SALES TO 
SOVIETS WOULD BE BY BAKER-CONTROLLED COMPANIES IN THE U.K. 

AND PANAMA. ACCORDING TO EMMONS, UNDER SUBPART F OF IRS 
CODE, U.S. TAX COULD BE IMPOSED ON THE PROFITS OF THESE 
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SALES, EVEN IF THE PROFITS WERE NOT REPATRIATED. HOWEVER, 

IF BAKER CAN SHOW THAT IT IS SOVIET PRACTICE NOT TO TAX 
INCOME FROM OPERATIONS CONDUCTED BY A FOREIGN CORPORATION 
IN THE USSR, IT MAY BE ABLE TO AVOID THE U.S. TAX. IRS 
WOULD NORMALLY REQUIRE STATEMENT FROM THE SOVIET GOVERNMENT 
TO THIS EFFECT, BUT BAKER IS RELUCTANT TO REQUEST SUCH A 
STATEMENT FROM THE SOVIET FOREIGN TRADE ORGANIZATION. 
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3. BAKER HAS SUGGESTED THAT BEWT WRITE BAKER A LETTER 
STATING THAT THE SOVIETS DO NOT IMPOSE ANY INCOME TAXES ON 
SALES OPERATIONS CONDUCTED BY FOREIGN CORPORATIONS IN THE 
U.S.S.R. TO OUR KNOWLEDGE, THE ONLY TAX IMPOSED BY THE 
SOVIETS ON FOREIGN COMMERCIAL ENTITIES IS A TAX ON COPY 
RIGHT ROYALTIES. WE ARE AWARE OF A 1936 SOVIET PROVISION 
THEORETICALLY IMPOSING A ONE QUARTER OF ONE PERCENT SALES 
TAX ON FOREIGN ENTITIES THAT HAVE OFFICES IN THE U.S.S.R., 

BUT WE UNDERSTAND THAT THIS TAX IS NOT IMPOSED IN PRACTICE. 
UNDER U.S.-SOVIET TAX TREATY, U.S. FIRMS ARE NOW EXEMPT 
FROM SUCH TAXES, BUT AS FAR AS WE CAN DETERMINE, THEY HAD 
NEVER BEEN APPLIED EVEN BEFORE TAX TREATY. 

4. ACTION REQUESTED: EMBASSY REQUESTED TO CONFIRM 
ABSENCE OF TAX OBLIGATIONS ON FOREIGN COMMERCIAL ENTITIES 
WITH OTHER WESTERN EMBASSIES IN MOSCOW. IF EMBASSY DEEMS 
IT APPROPRIATE. IT MIGHT BE USEFUL TO APPROACH MINISTRY 

OF FINANCE ON THIS QUESTION. ANY STATEMENT FROM MINISTRY 
OF FINANCE, EVEN AN INFORMAL ONE, MIGHT PROVE USEFUL TO 
US AND TO BAKER. 

SLUG RESPONSE BEWT/TD AD/USSR. 

FYI: SOVIET TRADE REPRESENTATION LEGAL ADVISOR TISCHENKO 
HAS CONFIRMED THAT NO SOVIET TAX LIABILITIES (OTHER THAN 
CONFIDENTIAL 

CONFIDENTIAL 

PAGE 03 STATE 106973 

ON COPYRIGHT ROYALTIES) ARE INCURRED BY FOREIGN COMMERCIAL 
ENTITIES IN THE U.S.S.R. HE TOLD BAKER THAT HE WAS NOT 
AUTHORIZED TO PUT THIS IN WRITING, BUT THAT HE WOULD MEET 
WITH IRS TO MAKE AN ORAL STATEMENT TO THAT EFFECT. VANCE 
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